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INDEPENDENT AUDITOR'S REPORT

May 9, 2008

Members of the Board

of County Road Commissioners
of losco County

losco, Michigan

We have audited the accompanying financial statements of the governmental
activities of the losco County Road Commission, a component unit of losco
County, as of and for the year ended December 31, 2007, which comprise the
basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the lesce County Road Commission's
management. Our responsibility is to express an opinien on these financial
statements based on our audit.

We conducted our audit in accordance with audiing standards generally
accepted in the United States of America and the standards applicable fo
financial auwdits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan
and parform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a

test basis, evidence supporting the amounts and disclosures in the financial
statemants. An audit also Includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our awdif provides a
reasonable basis for our opinion.

in our opinion, the financial statements referred to above present fairly, in all
material respects, the respective financial position of the govermnmental activities
of the losce County Road Commission as of December 31, 2007, and the
respactive change in financial position for the year then ended in conformily with
accounting principles generally accepted in the United States of America,

4855 State Steeet | PA). Box 6457 | Saginaw, Michigan 15608 | 989, 7903900 | Fax: 082 7THLINS
R26H Weat Deneser Street | Frankenmuth, Michigan 8734 | 9896526224 | Fax: 989.652.2245



Members of the Boand

of County Read Commissioners
of losco County

Page Two

[n accordance with Government Auditing Standards, we have alsc issued our
report dated May 9, 2008, on our consideration of the josce County Road
Commission's internal control over financial reporting and our fests of its
sompliance with certain provisions of laws, regutations, contracts and grants and
other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reperting and compliance and the results of that
testing and not f¢ provide an opinion on the intermal controt over financial
reporting or on compliance. That report is an integral part of an audit performed
in accordance with Government Auditing Standards and should be read in
conjuncticn with this report in considering the results of our audit.

The management's discussion and analysis and budgetary comparscn
information are not a required part of the financial statements but are
supplemsntary information required by accounting principles generally accepted
in the United States of America. We have applied certain limifed procedures,
which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the supplementary information. However, we
did not audit the information and express no opinion on it.

Qur audit was performed for the purpose of forming an opinieh on the financial
staternents taken as a whole. The additional supplemental information is
presented for purposes of additional analysis and is not a required part of
financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the financial statements of losco County Road
Commission and, in our opinicn, is faidy presented in all materal respecis in
relation to the financial statements taken as a whole.

danelmen, Pinveryomi, Jehduman 3 e, 2

Certified Public Accountants
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IOSCO COUNTY ROAD COMMISSION
MANAGEMENT'S DISCUSSHON AND ANALYSIS (UNAUDITED}
FOR THE YEAR ENDED DECEMBER 31, 2007

I DUCTICN

The losco County Road Commission (ICRC), a component unit of losco Gounty,
is a special purpose govemnment engaged in a single government program of
road maintenance and construction in the County of losco, Michigan, Our
discussion and analysis of the financial performance of the ICRC provides an
overview of the ICRC's financial activities for the fiscal year ended December 31,
2007. Please read this in conjunction with the financial statements.

U THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The Statement of
Net Assets and the Statement of Activities provide information about the activities
of the ICRC as a whole and present a longer-term view of the ICRC’s finances.
We refer to these statements as govemment-wide statements. The fund level
financial statements tell how the services the ICRC provided were financed in the
short term as well as what remains for future spending. Because the ICRC is a
single purpose government, and as aliowed by GASB 34, fund financial
statements are combined with govemmant-wide statements and start on page 8.

THE STATEMENT OF NET ASSETS AND THE STATEMENT OF ACTIVITIES

One of the most important questions asked about the ICRC's finances is, “Is the
Road Commission betier off or worse off as a result of the year's activities?” The
Statermant of Nat Assets and the Statement of Activities report information about
losto County Road Commission as a whole and about its activities in a way that
helps answer this question. These statements include all assets and liabilities
using the accrual basis of accounting, which is similar to the accounting used by
most private-sector companies. All of the cument year's revenues and expenses
are taken into account regardless of when cash is recelved or paid.

These two statements report the Road Commission’'s net assets and the
changes in net assets. You can think of the Road Commission’s net assets, the
differance between assets and liabilities, as one way to measure the Road
Commission’s financial health, or financial position. Qver time, increases of
decreasss in the ICRC’s net assets are cne indicator of whether its financial
health is improving or deteriorating. You will need fo consider other nonfinancial
factors to assess the overall health of the Road Commissicn.

The audited financial activities of ICRC are presented herein. These stalements
include the following:

+ Statement of Net Assets and Governmental Fund Balance Sheet,



I0SCO COUNTY ROAD COMMISSION
MANAGEMENT'S DISCUSSION AND ANALYSIS {UNAUDITED)
FOR THE YEAR ENDED DECEMBER 31, 2007

THE STATEMENT OF NET ASSETS AND THE STATEMENT OF ACTIVITIES
{CONT.)
» Reconciliation of the Balance Sheet Fund Balance to the Siatement of Net
Assets at December 31, 2007,

=« Statement of Activities and Govaermmental Fund Statement of Revenues,
Expenditures, and Changes in Fund Balance, and

+ Reconcifiation of the Statement of Revenues, Expenditures and Changes
- it Fund Balance of Govemnmental Funds to the Statement of Activities for
the Year Ended Dacember 31, 2007.
Fl c MENTS

Thé table below shows a comparison of the net assets for the years ended
Dapembar 31, 2007 and 2006 in a condensed format.

: Assets 2007 2006
General fund $ 3635024 $ 3,731,051
Cdpial assots 14,474,443 11,872,882

Total Assets $ 18,108,487 $ 158603,533
: Liabilities
General fund liabilties 5 1,230,748 % 683,850
Total Liablites $ 1.230,748 $ 883,850
Mot Assels _
Restricted $ 2404276 $ 3,047,201
Invested in capital asssts - net of related debt 14474443 11,872,882
Total Net Asssts 316,878,719 $ 14,920,083

As noted earller, net assets may serve over time as a useful indicator of the
govemment's finencial position. The net asseils are separated into fwo
components, restricted for primary and local roads and investment in capital
assets,

The losco County Road Commission’s capital assefs increased 21.91%, from
$14,872,882 at Dacember 31, 2008 to $14,474,443 for the year ended December
31, 2007. This increase was primarly due to additions of infrastructure.
Liabilities increased by $591,898 over 2006. This increase was due to the Jobs



I0SCO COUNTY ROAD COMMISSION
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)
FOR THE YEAR ENDED DECEMBER 31, 2007

INANCIAL STATEMENTS (CONT.
Today Program, which funded 2008 construction contracts meved forward to
gompietion in 2007. Two projects in losco County were moved forward, River
Read and Rissonetfe Road, both in Oscoda Township.

Condensed Satement of Activities

Raevenus 2007 2006
Feaderal and Stak: Revente 3 4 545 380 $  4,354329
Contributions from Local units 913,910 334,601
Ciher, incliding chargas for services 1,042,147 708,763
Tota! Revanueg 6,505,437 5,981,693
Fxpenses
Primary prevanton/routine maintenance 060,848 1,722,423
Locsal preventionfroutine malntenance 1,833,274 1,695,124
Trunkine 637,717 424,148
Administrative 422177 420,024
Othar 572,685 480,111
Total Expenses 4,546,801 4,751,830
Change In Net Assets 5 1,958,636 £ 1,239,863

The Road Commission's revenue for the year ended December 31, 2007,
increased 8.57% from $5.991,883 to $6,505.437. This growth was principaily
due to the additional charges for services.

The Road Commission’s expenses for the year ended December 31, 2007
decreased by 4.3% from $4,751,830 to $4,546,801 as compared to the prior
year. This decrease was in primary prevention and routine maintenance.

On a whole, the losco County Road Commission ended the year as planned.
'S FUNDS

For the year ended Decembar 31, 2007, the fund balance decreased $650,838
as compared {0 a decrease of $519,828 in the fund balance for the year ended
Decamber 31, 2008. This was a planned reduction of fund balance with the
increased expenditure of 26.85% in primary preservation and 14.05% in local
preventative maintenance.  Total revenues were $6,505,437, an increase of
$513.744, as compared to last year. This change in revenuss resulted primarily
from an increase in Federal projects and local township contracts.



1CSCO COUNTY ROAD COMMISSION
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)
FOR THE YEAR ENDED DECEMBER 31, 2007

c SION'S FUNDS NT.

Management believes that the fund balance provides sufficient working capital to
meet cument and future road project obligations and support continued
operations of the losco County Road Commission,

BUDGET ANAL YSIS

NDED BUDGE

Pror to the beginning of the year, the [CRC's budget is compiled based on
certain assumptions and facts available at that time. During the year, the ICRC
Board amends the budget to reflect changes in those original assumptions; facis
andfor economic conditions that were unknown or that had changed since the
original budget was compiled. The original 2007 budget was adopted in
Decamber of 2008. The final revanus budget for the year ended December 31,
2007, was increased by $88,085 for the fellowing reasons:

« State and Federal revenue was decreased by $705,145 due to a brdge

project being postponed untit 2008.
« Township revenue was increased by $471,338 io reflect increased

{ownship projects.

+ Trunk line maintenance and non-maintenance was increased by $118,500
to reflact increased winter Mmaintenance expenditure and additional
projects requested by MDOT.

+ |nterest [ncome was increased by $80,000.

+» Special Assessments were reduced by $103,190 due o a large project not
heing completed.

» Gain on disposal of equipment was increased $57,500 due to a trade-in of

a large pleca of equipment.

The balance of the variances was from adjustments made fo several individual
revenue line itams, none of which management considers significant,

The final amended expenditure budget for the year ended December 31, 2007
was $14,977 less than the orginal budget for the following reasens:

= Primary Preservation was decreased to allow for the Turtle Road Bridge,
which was postponed untii 2008 construction year.

« Local Preservation and Preventative line iterms ware adjusted to reflect the
increased township improvernent projects and raguired maintenance items
thet were required.



IOSCO COUNTY ROAD COMMISSION
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)
FOR THE YEAR ENDED DECEMBER 31, 2007

BUDGET ANALYSIS (CONT.)
RSUS AMEN T {CONT.

e Under MDOT contract the state trunk line maintenance and nen-
maintenance line items were increased during the budget year to facilitate
additional MDOT projects and increased MOOT budget.

» Equipment rantal was increased $200,000 due to equipment use for local

profects.

The balance of the variances were from adjustments made to several individual
expanditure line itams, none of which management considers significant.

The actusl revenue for the year ended December 31, 2007 was iess than the
final budget by $301,483 for the following reasons:

e Federal revenue was $413,360 less than budgeted mainly due to the
Bisssoneite Road project. This project was funded with federal high
priority funds which will be paid over the next five year period. Per the
Michigan Department of Treasury revenue will not be recognized until
received. At the time the last budget was adopted, guidance from the
Michigan Department of Treasury in regards to accounting for these funds
was not yet available.

+» The IRCC recelved $79,267 mare in trunkline maintenance revenue due
tc more than anticipated winter maimtenance required during the
Decamber,

Total expenditures wers less than budget by $507,144 for the following reasons:

= Primary perseveration expenditures and local preservation expenditures
were $358,022 and $43,833 less than anticipated due to final bilings for
cettain projects coming in less than the engineering estimates.

+ [Indirect equipment sxpense and direct equipment expenses were loss
than budget in the amounts of $76,460 and $72,380 due to less than
anticipated rise in fuel and oil prices along with less expenditure on parts
and less repair of vehicles and machinery.

The remaining difference in revenue and expenditure were due to vardances in
several line items, none of which management considers significant,



[0SCO COUNTY ROAD COMMISSION
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)
FOR THE YEAR ENDED DECEMBER 31, 2007

CAPITAL ASSETS

ICRC has capital assets for full accnual accounting purposes, net of accumulated
depraciation, of $14,474,443. This information, which includes infrastructure, is
summarnized below:

2007 2006
tand and improvements $ 69,784 3 £9,784
Buiiings 1,834,326 1,834,326
Road equipment 6,264,284 5,782,547
Ofther equipment 282,567 247,489
Infrastructure assats 14,020,663 10,805,268

Total Capital Assets 22,471,624 18,829,415
Accumulated Depreciation (7,997,181} (6,956,533)
Net Capital Assets $ 14,474 443 $ 11,872,882

Additional Information regarding capital assets is located in the noles to the
financial statements.

At year end, the ICRC's iong-term debt consisted of compensated absences
{accumulated sick and vacetion pay) in the amount of $270,820.

OTHER

Management is not aware of any currently known facts, decisions, or conditions
expected o have a significant effect on next year or beyond on the losco County
Road Commission's financial condition.

T. N OQAD N MENT

This financial report is intended to provide our citizens and customers with a
genoral overview of the losco County Road Commission’s finances and to show
the losco County Road Cammission's accountability for the meney it receives. If
you have any questions about this report or need additional information, we
welcome you to contact the Financial Manager at 3939 West M-55, Tawas City,
Mi 48763,
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10SCO COUNTY ROAD COMMISSION
STATEMENT OF NET ASSETS AND
GOVERNMENTAL FUND BALANCE SHEET
DECEMBER 31, 2007

General Statement of
Furnd Adiustmants Naf Assats
ASSETS
Cash § 2653843 $ - $ 265,543
!rvesimant 1,804, 682 - 1,809 882
Accounts Receivable
State Tranaportation Department 557.214 - 557 214
Truekling 90,547 - on 647
Dua on County Road Agresment 28,651 - 29,651
Surdry B.713 - 8713
Due from Fedaral Government 281,250 - 281,250
Long Teenm Condract Receivable 135,850 - 135,850
inventories
Equipment materlals and pants 85,551 - 85,651
Road materials 330,716 - 330,718
Other
Djlfﬂ?ﬁd Englnesring Expense 15,211 - 15211
Defarad Expensa Road Projects 5,596 - £,598

Capital asssts, net of accumuiated depraciatiot - 14,474,443 14 474 443

Totel Aseets 3 3,5355D2¢ § 14,474,443 $ 15,100,467
LIABILITIES

Accounts payabie $ ©5536 § - $ 65,535

Accrued abliities BB,506 270,820 350,326

Afvances 164,895 - 161,085

Due by State of Michigan 199,825 - 199,825

Actvanch from: lwaship 11,281 - 11,281
Dafarres] Revanus 432,100 - 432 100

Due to Other Governmental Units 86 - 086

Totai Lisbliithes 959,628 270,820 1,230,743
FUND BALANCEMET ASSETS
Fund Balanoes:

Restiricted for County Roads 2.675.006 {2,675,006) -
Tetel Fung Balance 2675008 {2.675,006) -
Tota! LiabHites and Fund Batance § 3,835,024

MNet Assels:
Irrvastad in capital assets, net of related debt 14 474 443 14,474,443
Rastrictad for Cournty Roads 2,404 276 2,404 276
Totat Net Acsets $ 16,878,719 $ 1E=B?E,?19

Sea gocompanying notes 1o the basic financial statements.




10SCO COUNTY ROAD COMMISSION

. RECONCILIATION OF GOVERNMENTAL FUND BALANCE TO
NET ASSETS OF GOVERNMENTAL ACTIVITIES

DECEMBER 31, 2007 '

Totat governmental fund balance $ 2,675,096
Caphal am used in govemmental aciiviies are not flmancial

resoufces and $terefore are not raported in the funds 14,474 443
Long-#erm Eablities are not due and peyable in the current period

and tharetors am not reported in the funds (270,820)
Net Assots of Govarnmental Activities $ 16,878,719

See accompanying notes fo the basic financial staterments.
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I0SCO COUNTY ROAD COMMISSION

STATEMENT OF ACTIVITIES AND GOVERNMENTAL FUND STATEMENT OF
REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE

FOR THE YEAR ENDED DECEMBER 31, 2007

{Gonerat Statermnent of
Fund Adiusiments Activities
Revenie
Fedaral 5 F03615 % - & 703815
State 3,045,765 - 3845765
County 13910 - 813,810
Othar
interas! sarned 146,134 - 116,134
Special assessments 58,516 - 56,516
Hoonses and parmis 7 880 - 7.880
Surdry refunds 17,058 - 17.058
Chames fof sefvices 731,927 - 731,927
Mlacallansois 52,832 - 52,832
Galn floss) squipment taposals 63,000 - &0,000
Total Ravenue 6,505,437 - £,505,437
Expenditures/axpanses
Primary preservation/siructural improvements 2,031,127 {2,031,127} -
Frimary prevertive/routine maintenance 980,548 - 940,948
Local prasarvaion/structural improvements 1,084,287 (1,084,267} -
Local praventve/moutine maidonance 1,933,274 - 1,933,274
State trunicne mainkenanca 814,917 - 814917
Sate tunkiing non-mainienance 22,800 - 22,800
Admintgtrathve 422 177 - 422177
Compensatad abaences - {723} {7,813)
Nat squipmant expansa {62,417) - (82,417)
Net capital outlyy
CapHai oullay 389,280 {389,280) -
Dapracistion {426 444) 428 444 -
Deprecislion . 453,783 483,783
Deorecation on salt sheds - 2836 2,835
Other 150,346 - 156,346
Totet Expandituresienpanses 7,158,275 (2,606 474} 4,545,801
Excass of Revenus Over (Under)
axpendihursa/oxparmas (£50,838) £50,838 -
Changea in Net Assels - 1,558,636 1,858,636
Fund Balance - Beginning of Year, 3,325 434 {3,325,034) -
Net Aasets - Baginning of Year - 14,920,083 14,920,083

Fund Baianco/Nat Assets - End of Yoar

$ 2,675,098

Ses accompanying notes ic the basic firancial statements.
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I0SCO COUNTY ROAD COMMISSION

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE OF GOVERNMENTAL FUND TO THE

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED DECEMBER 31, 2007

Net change in fund balance—total governmental funds

Amounts reported for governmental activities in the statement
are different because:

Governmental furnts report capitat outlays as expenditures.
However, in tha statement of aclivities, the cost of those
assets is sllocated over their estimated useful lives as
depreciation axpense.

Governmental funds do not record deprecation as an expense

Some sxpenses reported in the statement of activitles do not require
the use of current financial resources and therefors are not reported
as mxpearcitures in govermmental funds. {change in compensated
abgencas)

Changs in net assats of govermnmental activities

See acoompanying notes to the basic financial statements.
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$ (550,838)

3,088,230

{486,669}

7,913

$ 1,958,636
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IOSCO COUNTY ROAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

T ou 1

losco County Road Commission’s financial statements are prepared in
accondance with Unlted States generally accapted accounting principles {GAAP).
The Govemmental Accounting Standards Board (GASB) is rasponsible for
asiablishing GAAP for state and local governmants through ite pronouncements.
Govetnments are also required to follow the pronouncements of the Financiat
Accounting Standards Board (FASB) Issued through November 30, 1888 (when
applicabie) that do not conflict with GASB pronouncements. The more significant
mﬂm wﬁdea established in GAAP and used by the ICRC are discussed

Reporting Eriity
The ICRC is govermned by a three-mamber board of County Road

Cormmissioners appolmed by the losco County Board of Commissioners.
The ICRC is a component unit of the [osco County.

Based upon GASB Statement 14, which establishes criteria for
determining the reporting entity, thess financial statements present the
fosce Cotmdy Road Commission, a discretely presentsd component unit of
losco:County, and include the ICRC's general operations fund.

The govemmeni-wide financial statements {(l.e., the statement of net
assets and the siatement of activities) report information on all of the
activities of the Road Commission. The Road Commission consists solely
of govermnmment-type activities: no business-type activities exist.

This govemment-wide approach is focused more on the sustainability of
the ICRC as an aentity and the change in the Commission's net assels
from the cument year's activities.

— Fund Financial Statements

The ancuunts of the Commisslon are organized on a fund basis. Afund is
definad as a fiscai ard accounting entity with a self-balancing set of
accounts, which are mgregatad for the purpose of carrying on specific
activities or aitalning certain objectives in accordance with special
ragulations, restrictions or limitations. The Commission's operations are
accounted for in one fund, the general operations fund.

14



10SCO COUNTY ROAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

Measurament focus refers fo what is being measured; basis of accounting
referg to when revenues and expendlitures are recognized in the accounts
and reported in the financial statements. Basis of accounting relates to
the timing of the measurement made, regardless of the measurement

The guvﬂ'nmant-mde statements are reported using the economic
resourcas measurement focus and the accrual basis of accounting. The
etonOmic Tesources measurement focus means all assets and liabilties
{whether curment or non-cument) are included on the statement of net
assats and the operating statements present increases {revenues) and
dbcreases {expenses]) In net total assets. Under the accrual basis of
accointing, mvenues are recognized when eamed. Expenses are
recagnized at the time the liabiiity is incurmed.

Governmental fund financial statements are reperted using the current
financial resources measurement focus and are accounted for using the
modiied acciusl basis of accounting. -Under the modified accrual basis of
accowding, revemnies are recognized when susceptible o accrual; i.e.,
when they become both medsurabie and avaiiable. “Measurable™ means
tre amount of the transaction can be determined and “available® means
collectible within the current period or soon enough thersafter to be used
to pay fiabitties of the cumrent period. The ICRC considers revenues as
available I they are collected soon after year-end.

Cash and cash aquivalents are considered to be cash on hand and demand
deposits.

Acgounts Receivable
Accounts receivable ara primarily amounts due from other governmental units.

inve;

inventories consist of equlpment parts and road materials and are valued
at the jower of cost or market. Inventory items are charged fc road
consiruction, maintenance, equipment repairs ard operations as they are

18



103C0O COUNTY RCAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

Capitel assets purchased are reported at historic cost. Contributed assets
ate reported at fair market vaiue when recelved. Additions, improvements
and other capital outiays that significantly extend the useful life of an asset
are capltalized. Other costs incumred for repairs and maintenance are

. exponsed as Incumred. Capital assefs are capitaiized and depreciated
according to State guidelines. Depreciation is computed on the sum-of-
the-year's-iigits methods for road equipment and straight-ine method for
all other capital assets over the following estimated useful lives:

Years
Bulidings 25 -50
Road equipment 5-8
Othar equipment 4-20
infrastructure 5-50

GASBE 34 requires the ICRC to report and depreciate infrastructure assets
int its. government-wide statements. [nfrastructure assets include roads,

bricges, traffic signals, etc.

¢ is_mo'poﬁcy of the ICRC to permit employess o accumulate eamed but unused
sick and vacation pay benefits.

The Road Commission follows these procedures in establishing the
hudgetary data reflectad in the financial siatements:

* A budget Is adopted by the Board of County Road Commissioners
of loaco County pror to December 31 of each year. The budgst
includes proposed expenditures and a means of financing them.

» The losco County Road Commission approved budget is then
submitted to the losco County Board of Commissloners.,

+ The budget is prepared by the Road Commission on a basis
consistent with U.S. generally accepted accounting principles and
revised as deemed necessary during the year.

« Budgets are prepared using the modified accrual basis of
acoeointing.

e The budgetary information presented has been amended
throughotit the year.
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I0OSCO COUNTY ROAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

NIF] UNTING POLICIE

Law requires budget amendments as needed to prevent actual expenditires
from excoeding those provided in the budget. Expenditures, which exceeded
approprigtions, are lustrated in required supplemental information.

B _ ; 0.94, authorizes the Reoad Commission to
dapnslt anl:! invast in lha anmunts of federally insurad banks, credit unions, and
savings and loan associations; bonds, securities and other direct obligations of
the United States, or any agency of instrumentality of the United States, United
States govermment or federal agency obligations repurchase agreements;
banker's acceptance of United States banks; commercial paper rated within the
two highest classifications, which mature not more than 270 days after the date
“purchase; obligations of the State of Michigan or its pofitical subdlvisions which
ara rated as investment grade; and mutual funds composed of investment
vehicles which are fsgal for direct Investment by local units of government in
Michigan. Financial institutions eligible for deposit of public funds must maintain
an office in Michigan.

All special revenue fund investments are held in the name of the losco County
Treasurer; therefore, the insured amount of Road Commission investment is not
determinable. Since the County has in excess of the $100,000 timits, all Road
Commission investments are prasumed to be uninsured. The Road Cemmission
has adopted the investment Policy of the County.

The ICRC's deposits are categorized below according to leve! of credit risk:

- Category 1 represents the ICRC's insured or collateralized deposits
with securitias held by the ICRC or by its agent in the ICRC's name.

- Category 2 represents the ICRC's collateralized deposits with
securities heid by the pledging financial institution”s trust department or
agent In the ICRC's name,

- Category 3 represents the ICRC’s uncollateralized deposits including
any bank balances that are coliateraiized with securities held by the
pledging financial ingtitution's trust depariment or agent but not in the
ICRC's name.
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I0SCO COUNTY ROAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

N T.

The batance of cash and investments at December 31, 2007 is as follows:

Category Bank Carrying
1 2 3 Balance Arnount
Demand deposits $100006 % - % 183847 § 263,647 %5 265443
leveostronts : - - 1,808,682 1,800,682 1,808,682
Cash on hand - - - 400
Totals $100000  § - $1973328  $2073326 $2075525
NOTE 3-CAPITAL ASSETS A
Changes in.capiial assets for the year are as follows:
S : ' Balance Balance
11172007 Additiona Ratirements 1231/2007
Capital Assets Not Being Depreciated
Land ' $ 39,165 & - % - % 39,185
Land improvaments 30,619 - - 30,619
Total Land arv lnprovements 69,784 - - 68,784
Other Capital Assets
Buitdings and improvements 1,834,328 - - 1,834,326
Rood squipment . 5,782,547 387,285 114,452 8,264,284
Shop equipment - 70,843 - 8,956 78.902
Enginesring equipment 24,270 - - 24,270
Yard afid-storage squipment 105,282 18,637 - 121,419
Office equipment and furniture 48,6804 5058 4,124 56,976
infrastructune and improvements 10,885,288 3,125,394 - 14,020,663
Totat Other Capital Assets 18,750,821 3,514,874 127,535 22 401 840
Total Capial Assets 18,829,415 3.514.674 127,535 22,471,624
Land improvements 16,185 3,081 - 19,246
Bulldings and improvaments $58,107 6,687 - 995,704
Road exquiptnent 4,872,084 374,568 114,452 5,361,102
Shop squipment 85,107 1.610 6,950 75,676
Enginesring squipment 19,745 1,674 21,819
Yard and storage aqiipment 83,638 8870 102,508
Offica aquipmant and furmiture 44,572 2,682 4,124 51,358
Ifrastruriure and Inprovements £86,097 483,783 - 1,369,880
Total Accummutated Dapreciation 6,056,533 913,113 127,535 7,987,181
Total Net Capital Assets §$ 11872362 '3 2601561 3% = "3 14,474,443
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I0SCO COUNTY ROAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

L.ong-term Habliities consist solely of accrued mmpansatad absences payable.

Following is a summary of the changes in long-term liabilitles for the year ended
- December 31, 2007.

Balance Balance
1112007 Incraass Dacreasa 12132907
Accrisd compansabed
absenons $ 273732 $ 12,060 % 20,873) $% 270,820
" Totat $ 18733 $ 12,960 % ED.B?S! 3 270820

The Road Commission is subject to the Michigan Employment Security Act and
has elected the reimbursement method of financing. Under this method, the
Road Commission. must reimburse the Michigan Empioyment Security
Commisslon for al bensfits charged against the Road Commission. There was
no unemployment expense for the year ended December 31, 2007,

Pler, Degarction

The Road Commission's defined benefit pension plan provides retirement,
disability, and death benefits to plan members ard beneficiaries. The Road
Commission participates in the Municipal Empleyees Retiremant Systern of
Michigan. (MERS), an agent multiple-employer pian administered by the MERS
Retirement Boand, Act No. 427 of the Public Acts of 1984, as amended by 1896
PA 220, establishes and amends the henefit provisions of the participants in
MERS. The fiscal year for the reftirement plan ends December 31. The
Municipal Employees Retirement System of Michigan issues a publicly available
financial -report that Includes financial statements and required supplementary
information for MERS. That report may be obtained by writing the Municipal
Emplyses Retiroment System of Michigan, 447 N. Canal Road, Lansing,
Michigan 48917 or by calling (800) 787-8377.
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IOSCC COUNTY ROAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

NOTE 6--PENSION PLAN {CONT.)

Funding Policy

The Road Commission is required to confribite at an actuarially determined rate
based on covered payrol; the rata at December 31, 2007 was 8.81% for hourly
smployess and 13.84% for salaried empioyees. The ICRC's hourly empioyees
are required 10 contribute 6.7% of annual compensation and salaried empioyees
are required to contribute 8.87% of annual compensation. The confribution
requirements of the Road Commission are established and may be amended by
the Retirerment Bosrd of MERS. The contribution requirements of plan members,

¥ any, are established and may be amended by the Road Commission
depending on the MERS contribution program adopted by the Road Commission.

Annyal Pension Gost

For the year ended December 31, 2007, the Road Commission’s anhual pensicn
cost was $139,708, which is equal fo the required contributionr. The reguired
contribution was determined as part of the December 31, 2005 actuarial
valuation using the eniry age actuanial cost method. The actuarial assumptions
inciuded (a) an assumed rate of investment return which is used to discount
liabilties and project what plan assets will eam investment of present and future
assets of 8.0%, (b) a mortality table projecting the number of employees who will
dle before retirement and the duration of benefit payments after retirement, (c)
assumed: retirement rates projected when emplioyses will retire and commence
recelving benefits, (d) a set of withdrawai and disability rates o estimate the
number of employees who will leave the work force before retirement, and (e}
assumed rates of satary Increases fo project employees compensation in future
years. The actuarial value of MERS assels was determined on a basis of a
valugtion method that assumes the fund eams the expected rate of retum and
includes an adjustment to reflect market value.

Three-year Tronut Information

Annual Percentage Net
Fiscal Pansion of APC Pension
Year Ended Cost Contributed Obligation
12134/ 2006 $ 127971 100% -
1243172008 $ 138,766 100% -
12/31/2007 $ 146,831 100% -
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I0SCO COUNTY ROAD COMMISSION
NOTES TO FINANCIAL STATEMENTS

NOTE S-PRENSION PLAN (CONT.}
Unfunded UAAL
Actuarial {Over asa
Actuarial Accrued Funded} % of
Actuarial Valus of Liabiilty AAL Funded Covered Coverad
Valuation Assets Entry Age {JJAAL) Ratic Payrall Payroll
Dale (e} (&} (b-a) {afb} {c) (b-a¥ (c}

1273172004  $4.254.984 $ 6,147,406 § 1,802422 80% $1,501,355 126%
123112005 $4,567,528 $ 6521671 & 1,954,143 0% $1.488,715 133%
123172008 $4.042,830 § 6657858 § 1,945,226 2% %1,521,651 126%

The Road Commission is exposed to various risks of loss related to forts; theft of,
damage ta, and destruction of assetis; erors and omission; Injuries to employees;
anrd natural disasters. The commission manages its workers' compensation
theough County Road Associafion Seif-insurance Fund (CRASIF). The
commiasion manhages all other fisks by participating in Michigan County Road
Commission Self-Insurance Pool (MCRCSIP) Both CRASIF and MCRCSIP are
trust funds established by the road commissions in the State of Michigan. The
MCRCSIP and CRASIF are a public entity risk pools currently operating as a
common fsk management and insurance program. The Commission pays an
annual pramium fo MCRCSIP and CRASIF for its iability coverage. The
MCRCSIP and CRASIF are self-sustaining through member premiums and
provide telnsurance through commercial companies for claims in excess of
certain Hmits.

The Road Commission is a party to various legal proceedings, which normally
OCett in govmrmmma[ operations for which the Road Commission carries

In addition to the penslon benefits described in Note 8, the losco County Road
Commission provides post-employment health, dental and life insurance benefits,
in accordance with employee working agreements, to afl empioyees who retire at
the age of 80 untli they reach full social sacurity retirement age.

For those employees who ferminate without retirement, healthcare benefits are

terminated. At that ime, the former employee has continuation rights to health
insurance covarage under the COBRA law of 1985,
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IOSCO COUNTY RCAD COMMISSION
NOTES TC FINANCIAL STATEMENTS

. NT BENEFITS {continued

During the year ended December 31, 2007, retirees’ health insurance was
provided as BCBSM PPO Cption 1 with a $10-40 drug card. The ICRC paid for
approximately 50% of the cost of coverage for refirees and surviving spouses
eligible to participste in the group pfan. The remainder of the premium was paid
by the ratiree. For the year endad December 31, 2007, two employees met the

aligibiity requirements for this benefit.

Onca a retiree reaches ful social security retirement age, the ICRC reimburses
up to $400 for madical expenses not covered by insurance within the calendar
yoar, For the year anded December 31, 2007, twenty-five retirees were eligible
for this benefit.

Expenditures for post-employment heaithcare are recognized as claims and
prefniums are paid, During the year ended December 31, 2007, the cost for
claims and premiums for retirees and surviving spouses was $20,297.

NOQTE 10-RESTRICTED ASSETS

The restricted assat balance of $15,000 is being held for future maintenance on a
sub-division rafiroad crossing.

1 18

The Michigan Department of Transporation {(MDOT) requires that road
commissions report el Federal and State grants pertaining to their county.
During the year ended December 31, 2007, the Federal aid received and
expended by the Road Commission was $703,615 for contracted projects and $0
for negotiated projects. Coniracted projects are defined as projects performed by
private contractors paid for and administered by MDOT (they are included in
MDOT's single audit). Naegotiated projects are projects where the road
commission adranisters the grant and either performs the work or contracts it
out. The Road Commission would be subject to single audit requirements if they
expended $500,000 or more for negotiatad projects.
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I0SCO COUNTY ROAD COMMISSION
BUDGETARY COMPARISON SCHERULE
GENERAL FUND
FOR THE YEAR ENDED DECEMBER 31, 2007

Actual Vs,
Final Budget
Original Firnal Favorabla
Budget Budget Actual {Unfavorable}
Rewanuas
Faderal $ 1000000 § 4,116875 £ 703815 % {413,360}
State 091,325 180, 205 169,205 -
MTF 3,600,000 3,800,000 3,003,264 3,284
Stale foroet road furdy 73,000 73,206 73,206 -
Courty
Township 403,000 871,338 880985 18,647
LIS forest service contribution 20,000 23,925 23,825 -
Crther
Trunk!ine maintenance J04 000 500,000 578,267 78,287
Trunkline noen-meainsnance - 22,500 22,500 -
Non-certified road mainisnance 25,000 124,808 124,887 78
Cther contributions 25,000 5,000 52,632 45,632
Speclal assessments 150,000 48,810 56,516 8,700
Intorest 25,000 115,000 116,134 - 1,134
Licanses and permits 8,000 7,880 7,880 -
Gain on disposal of squipmaent 2,500 60,000 80,000 -
Miscellanetus revarus 15,000 89,183 22,331 {46, 852}
Total Revenses 6,738,825 8,806,920 8,505,437 {301,483}
Expendituras
Primary presarvation/stuctural improvements 3,414,896 2,380 150 2,031,127 358,023
Primary preventiva/routine maintenance 1,128,375 885,250 580,948 7,302
Local presarvetion/struciural impvovements 718,125 1,138,100 1.004,267 43,833
Local preventiwafroutine mantanance 1,381,250 1,975.500 1,933,274 42 296
State Trunkline Malntenaence 404,000 550,000 614,917 {84,917)
State Non-Maintenance : - 22 800 22,800 -
Administrative 487,500 385,000 422177 (27477
Indirect Equipment Expense 452 000 484,000 407 540 75,460
Direct Equipment Expense 756,250 780,000 717,620 72,380
Opecating Expensa (Fuet & Ol 350,000 350,000 310,289 35,714
Lags Equipmernt Rentals {1.300,000) {1,500,000} {1,407 866} {2,134}
Captial Oviiay 330,000 BT 414 380,280 {1,868}
Less Depreciation Cradits {450,000} {450,000} (426,444} {23,556}
Non-Certified Road Mairtenznos 25,000 143,205 156,346 {13,141}
Tokal Expendiures 7,678,308 7,663,410 7,158,275 507,144
Exvess of Revenuen Over
{Unier} Expenditures (839,571} {856,499} {(650,8358) 205,864
Fund Balance, Beginning of Year 3,325,834 2,325.8034 3,325,934 -
Furd Balance, End of Year $ 2388383 § 2486435 $ 2675008 § 205,661

See indepandent auditor's report on supplamentary information.
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IGSCO COUNTY ROAD COMMISSION
ANALY SIS OF REVENUE, EXPENDITURES, AND CHANGES IN
FUND BALANCE--GENERAL FUND
FCR THE YEAR ENDED DECEMBER 31, 2007

____ Appropriated
Primary Logcal County
Rogds Roads Roads Total
Reverues
Faderal _
Surface ransportation program £ 540,288 $ - $ - $ 5407288
High Pricrity ' B4.£10 - - 58610
Hamrd Elmination-S T4, 117 - - T4 T47
Total fodernl T3 616 - - 703615
State
Enghisefing 6,050 3.950 - 10,000
Urban road 285,538 138972 - 404 510
Aliecation 1,931,644 1,256 287 - 3,187,841
Snow removal _ 813 - - 813
Jobs Today 168,205 169,205
Foreg! funds 73,208 - - 73,286
Total State 2 A48, 546 1,369.219 - 3,845,765
County
Township - BR3.985 - 883,945
Publc contributions - 23825 23925
Total Courty - 913,810 - 813,810
Other
It rest aarmed 65,035 22085 23034 116,134
Special asssssments - 568,514 . 55,516
Licenses and permita - - 7,880 T.R80
Sundry rafunds - 47,0565 - 17.058
Chamges for senvicas - - 731827 734,827
Miscallanaciis - £2,632 - 52,632
Galn {oss}
aquipmen! capasais 25,412 17,188 4,400 50,000
Total Othver a3 447 185 453 FH3I 241 1042147
Total Revanues

i 3,243,808 §2E4TB!555 3 7R3 241 § 6505437

See Nndapendent auditors mport on suppiementary information.
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I0SCC COUNTY ROAD COMMISSION

ANALYSIS OF REVENUE, EXPENDITURES, AND CHANGES IN

FUND BALANCE—GENERAL FUND
FOR THE YEAR ENDED DECEMBER 21, 2007

Appropriated
Primary Local County
Expaniditures Roads Re¢ads Roads Total
Presorvation-structural improvaments $ 203,127 $ 1.004,267 $ - $ 3,125,394
Praventive-rautine meintenance 5RO, 948 1,533,274 - 2914 222
Dther
Trunkline maintenance - - 814,547 614,917
Trunklire normaintenence - - 22,800 22,800
Administration - 210,548 211,628 - 422177
Equipment 290,509 ai1.617 233233 1,435,443
Less: aquipment rental (303,232} {951,258} {243,378) {1,497,866)
Capital outiay 289,000 15,000 85,280 389,280
Less: depraciation cradits
and rafrements {201,937} {122,161} {102,348) (426,444
Non certified rcad maein. - - 64,451 64,491
Othor - - 91,855 91,855
Tolal other sxpendiures 284 978 54 827 786,854 1,116,858
Todal expenditupes 3,297,053 3,002,368 765,854 7,156,275
Excoss of revenue over {under) expendiures {53.445) (813,780} 16,387 (550, B38)
{Other financing sources {u ﬁa]
Ogptional ransfer {300,000) 300,000 - -
{Optional transfer - 200,000 £200,000) -
Fund Balance, Beginring 1,877,552 £231, 858 B16.484 3,325934
Furd Balanca, Ending $ 1.524107 F 51 si1 18 $ 632871 5 25675096

See independent audiior's report on supplementary inforrmation.
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IGSCO COUNTY ROAD COMMISSION
SCHEDULE OF FECERAL FINANCIAL AWARDS
FOR THE YEAR ENDED DECEMBER 31, 2007

Federal Fass-through
Faderal GrantorPasa Through CFDA Entity Faderal
Grintoi/Progam or Cluster Thle Number Nusmber Expenditures
U. S. Department of Transportation Highway
Resesrch, Planning and Conatrucion
Michigan Departmenit of Trensporiation 20.205
. : ' 82657 $ 446,538
£8832 88.610
87877 168,467

$ 703,615

Total Fass—_'ﬁ‘u‘pugh

Note: Federal financial assistance, recelved under the highway planning and
construction program, In the amount of $703,615 was administered by the Stats
of Michigan. The Road Commission has no responsiblfittes regarding fiscal or

compiiance comols over such assistance.

See indepandent auditor's report on supplementary information.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OQTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

May 9, 2008

Members of the Board

of County Road Commissioners
of losco County

lesco, Michigan

Ws have audited the financial statements of the govemmental activities of the
lesco County Road Commission, a component unit of losco County, as of and for
the year ended December 31, 2007, which collectively comprise the financial
statements of the losce County Road Commission and have issuad our report
therecn dated May 9, 2008. We conducted our audit in accordance with auditing
standards generaliy accepted in the United States of America and the standards
applicable to financial audits contained in Govemment Auditing Sfandards,
issued by the Compfroller Generat of the United Statas.

Intemal Control Over Financial Reporting

in planning and performing our audit, we considered losco County Road
Commission's intemnal control over financial reporting as a basis for designing our
auditing procedures for the purpose of exprassing our opinions on the financial
statements, but not for the purpose of expressing an opinicn on the effectiveness
of the losco County Road Commission’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectivenass of losco County
Road Commission's intemal control over financial reporting.

Qur consideration of intemal control over financial reporting was for the limited
purpose described in the preceding paragraph and would not necassarily identify
all deficiencles in internal control over financial reporting that might be significant
deficiencies or material weaknesses. However, as discussed below, we
identfied certain deficiencies in intemal control over financial reporting that we
consider to be significant deficiencies.

$855 State Street | PO, Box 6457 | Saginaw., Michigan Wﬂﬁg GRG. TO0. 30} | Fax: 989.700.3155
326 West Ceneser Street | Frankenmuth, Michigan 48734 | 089.452.6220 | Fax: $8%.652.2245



Members of the Board
of County Road Commissioners
of loaco County

Page Two
May 8, 2008

A control deficiency exists when the design or operation of a control does not
allow management or employees, in the nomnal course of performing their
assigned functions, to prevent or detect misstatements on a limely basis. A
significant deficlency is a control deficiency, of combination of control
deficiencies, that adversely affects the losco County Road Commission’s ability
tc initlate, authorize, record, process, or report financiai data reliably in
accordance with generally accepted accounting principles such that thers is more
than a remote flkelthood that a misstatement of losco County Road
Commigsion's financial staternents that is more than inconsequentiat will not be
prevented or detected by losco County Road Commission’s internal control. We
consider the following deficiencies to be significant deficiencies in intemat control
over financial reporting.

Wea noled an absence of appropriate segregation of duties consistent with
appropriate controf objectives,

A material weakness is a significant deficiency, or combination of significant
deficiencies, that results in more than a remote likelthood that a material
misstadament of the financial statements will not be prevented or detected by the
losco County Road Commission's intemnal confrof.

Our consideration of intermal contral over financial reporting was for the limited
purpose described In the first paragraph of this section and would not necessarily
identify all deficlencles In intemal control that might be significant deficiencies
ard, accordingly, would not necessarily disclose all significant deficiencies that
ara also considered to be material weaknesses. However, we believe that none
of the significant deficiencies described above is a material weakness.

ian nd r Matta

As part of obtaining reasonabie assurance about whether losco County Road
Commigsion’s financial statements are free of material misstatement, we
performed tests of its compliance with certain provisions of laws, reguiations,
contracts and grant agreements, noncompliance with which could have a direct
and material effect on the determination of financial statement amounts.
Howevet, providing an opinion on compliance with those provisions was not an
objective of aur eudit and, accordingly, we do not express such an opinion. The
restiits of our tests disclosed no instances of noncompliance that are required to
be reporied under Government Audiling Stendards.
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Members of the Board

of County Road Commissioners
of logco County

Page Three

May 9, 2008

This raport is intended for the information of management and the Board of

County Road Comenissioners. However, this report is a matter of public record
and Its disiribution is not limited.

LHanctnn, Frmomynds, Lhowmon 3 e, P

Cartified Public Accountants
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